












In most instances, this level of profitability indicates a healthy marketplace. However, there 
is enough uncertainty in medical malpractice to ensure cautious actions from the insurance 
community. The most significant challenge with this line of insurance is that it is very 
difficult to predict how the litigation environment may evolve over the long term. In order to 
accurately estimate future costs of coverage for any line of business, the following 
considerations need to be taken into account. 

1. An insurer needs to know whether or not it has made a profit. 

For a liability insurance line like medical malpractice, this analysis can be quite complex. 
Specifically, claims reported during the policy period may take several years to ultimately 
settle. In addition, juries and trial courts can be inconsistent and unpredictable in 
determining negligence and the seriousness of an injury. If rates turn out to be 
inadequate, it can pose serious consequences to the viability of these specialty writers. 

2. An insurer must accurately predict how the future will differ from the present. 

Inflation trends and steady changes in the number of claims can be predicted relatively 
accurately, if changes are at the same rate as in the past. Any sudden, abrupt changes 
are often difficult to predict and changes in the legal climate (for example, an expansion 
of the theory of negligence) cannot be forecasted and could potentially threaten the 
financial solvency of an insurer. 

3. An insurer's outcome will be affected by investment income. 

For medical malpractice liability and other longer-tailed lines of insurance, a significant 
delay between the time premiums are collected and claims are paid allows insurers to 
invest these funds. These investment gains help reduce what would otherwise be 
charged for insurance. According to Best's Aggregates and Averages, annual investment 
returns for medical malpractice has varied from a low of 7% to a high of 18% over the 
past 10 years. 

Financial implications related to changes in legal liability are driven by the liability system in 
a particular jurisdiction. In simplistic terms, one would expect a liability system that is more 
favorable to the plaintiff to have more expensive liability insurance costs than one that is 
less favorable to the plaintiff. 

Medical malpractice is very sensitive to litigation impacts. In medical malpractice insurance, 
the administrative costs associated with adjusting and settling claims averaged 25% of 
premiums during 2013. For private passenger auto liability, the property-casualty insurance 
line with the most premium volume claims administrative expenses averaged 14% in 2013. 
This level of litigation will ensure that medical malpractice insurance will continue to be 
written by only a small segment of the industry which is willing to invest the time and 
resources to specialize in this difficult line. 
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Expansion of Non-Standard Options 

Although this Report only focuses on the traditional standard marketplace, other options for 
financing medical malpractice coverage in Minnesota include: 

• The Minnesota Medical Malpractice Joint Underwriting Association (MJUA). The 
Minnesota Medical Malpractice JUA was created by the 1976 Minnesota State 
Legislature under Minnesota Statutes chapter 62F to provide medical malpractice 
insurance to any licensed health care provider unable to obtain this insurance through 
ordinary methods and who practices or provides professional services within Minnesota. 
Effective January 1, 2008, the Minnesota Medical Malpractice JUA was merged into the 
Minnesota Joint Underwriting Association (MJUA) which provides coverage to persons or 
entities unable to obtain insurance through ordinary methods if the insurance is required 
by statue, ordinance or otherwise required by law, or is necessary to earn a livelihood or 
conduct a business and serves a public purpose (Minnesota Statutes chapter 621). The 
Minnesota Legislature specifically authorized the MJUA to provide insurance coverage to 
day care providers, foster parents, foster homes, developmental achievement centers, 
group homes, sheltered workshops for mentally, emotionally, or physically handicapped 
persons and citizen participation groups. The MJUA wrote $0. 7 million in medical 
malpractice coverage for nursing homes from July 1, 2014, through June 30, 2015. 

• Large groups are often self-insured, join a Risk Retention Group or have their own 
captive insurer. Data on their loss experience, costs and expenses is not available to 
Commerce.3 As healthcare systems continue to consolidate, this self-insured option 
becomes more commonplace. 

• Malpractice coverage is available through the surplus lines marketplace that provides 
specialized coverage for unique or high risks that licensed insurers do not cover. 

Conclusion 

Minnesota's medical malpractice marketplace has recovered from the turbulent 
environment of the late 1990s and early 2000s as rates have stabilized and the product 
has become more widely available. Although complaints are occasionally made about 
prices, the rates in Minnesota are close to the lowest in the country. Nonetheless, this 
insurance line is inherently volatile and can be dramatically affected by changes in the 
litigation environment, health care costs and investment income. 

3 Facilities do have to report "adverse health events" to the Commissioner of the Minnesota Department of 
Health. 
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